DESCRIPTION OF THE
THE TAXPAYER REFUND ACT OF 1999

Scheduled for Markup
by the
SENATE COMMITTEE ON FINANCE

on July 20, 1999

Prepared by the Staff

of the

JOINT COMMITTEE ON TAXATION

July 16, 1999

JCX-46-99




CONTENTS

INTRODUCTION .. e e e

BROAD-BASED TAX RELIEF PROVISION -- REDUCTION IN THE
15-PERCENT REGULAR INDIVIDUAL INCOME TAX RATE ...........

FAMILY TAXRELIEFPROVISIONS . . ... .

A.

W

o 0

E.

F.

Election to Calculate Combined Tax as Individuals for aMarried Couple
FilingaJdoint REIUrN . ... ... e e e e

Marriage Pendty Relief Relating to the Earned Income Credit .............
Expand the Exclusion From Income for Certain Foster Care Payments .. ... ..
Increase and Expand the Dependent Care Credit ........................
Tax Credit for Employer-Provided Child Care Facilities .................

Modify Individual Alternative MinimumTax ................. ...t

RETIREMENT AND INDIVIDUAL SAVINGSTAX RELIEF
PROVISIONS . ..

A.

B.

Individual SavingSProviSions . ....... ...t

1. Individual retirement arrangements (“IRAS") . ... .. o L
2. Creation of individual developmentaccounts . .. .....................

EXpanding Coverage . . ... oo oo

Option to treat elective deferrals as after-tax contributions .............
Increase elective contribution limits . .. ............. ... ... oL
Plan loans for subchapter S shareholders, partners, and sole proprietors . .
Elective deferrals are not taken into account for purposes of deduction

IS .
Reduce PBGC premium for smal andnewplans . ....................
Eliminate IRS user fee for requestsregardingnew plans ...............
SAFE annuitiesandtrustS . .. .. ...
Compensation limit not to apply to SSIMPLE 401(k) plans ..............

pODNPRE

N O

(i)

27



. Enhancing FairnessforWomen ......... ... .. . i 36
1. Additional salary reduction catch-up contributions . .................. 36
2. Equitable treatment for contributions of employees to defined

contributionplans .. ... . 38
3. Clarification of tax treatment of division of section 457 plan benefits upon

QIVOICE . . 40
4. Modification of safe harbor relief for hardship withdrawals from 401(k)

PlaNS . . 41

. Increasing Portability for Participants . ............. .. .. .. .. ... .. .. ... 43
1. Rolloversof retirement plan and IRA distributions . .................. 43
2. Waverof 60-dayrule ...........c i e 47
3. Treatment of formsof distribution ............ ... ... .. .. .. ... ..., 47
4. Rationalization of restrictionson distributions . ...................... 49
5. Purchase of service credit in governmental pensionplans .............. 50
6. Employers may disregard rollovers for purposes of cash-outrules . .. .. .. 51

. Strengthening Pension Security And Enforcement . ... .................... 52
1. Phaseinrepea of 150 percent of current liability funding limit; deduction

for contributions to fund termination liability . ....................... 52
2. Extension of PBGC missing participantsprogram . ................... 53
3. Repea 100 percent of compensation limit for defined benefit

multiemployer plans . ... 54
4. Excisetax relief for sound pensonfunding ............... ... .. .. ... 55
5. Notice of significant reductionin benefitaccruals .................... 56
6. Investment of employee contributionsin401(k) plans ................. 59

. Encouraging Retirement Education . .. .......... ... i 61
1. Periodic pensonbenefitstatements ............... ... .. ... .. 61
2. Treatment of employer-provided retirement advice ................... 62

. ReducingRegulatory Burdens . . .. ........ ... 64
1. Hexibility in nondiscrimination and coveragerules. .. ................ 64
2. Modification of timing of planvauations . .. ........................ 65
3. Rulesfor substantial owner benefitsin terminatedplans ............... 65
4. ESOP dividends may be reinvested without loss of dividend deduction ... 66
5. Notice and consent period regarding distributions . ................... 67

(if)



VI.

©ONO®

10.
11.

Repeal transition rule relating to certain highly compensated employees.. . .
Employees of tax-exemptentities .. ............. ... ... ...
Provisonsrelatingtoplanamendments ............... ... .. ... ...
Extension to international organizations of moratorium on application

of certain nondiscrimination rules applicable to State and local

govENMENt PlaNS . ..ot
Annual report dissemination . . ...
Clarification of exclusion for employer-provided transit passes .........

EDUCATION TAX RELIEF .. .. o

A. Eliminate Marriage Penalty and 60-Month Limit on Student Loan Interest
DedUCHION . . .

B. Allow Tax-Free Distributions From State and Private Prepaid Education
PlanS . .

C. Eliminate Tax on Awards Under the National Health Service Corps
Scholarship Program and F. Edward Hebert Armed Forces Health
Professions Scholarship and Financial Assistance Program................

D. Exclusion for Employer-Provided Educational Assistance ................

E. Liberalize Tax-Exempt Financing Rules for Public School Construction . . . . ..

HEALTH CARETAX RELIEFPROVISIONS ......... ... ..ot

A. Above-the-Line Deduction for Health Insurance Expenses. . ...............

B. ProvisonsRelatingto Long-Term Carelnsurance .. ..............c.covu...

C. Additional Personal Exemption for Caretakers .........................

D. Add Certain Vaccines Against Streptococcus Pneumoniae to the List of
Taxable VacCineS . .. ...

SMALL BUSINESSTAX RELIEFPROVISIONS ............. ... ... ...

A. Accderate 100-Percent Self-Employed Health Insurance Deduction . . . ... ...

B. Increase Section 179 EXpensing . ......ov oo

Page

68



VII.

VIII.

C. Reped of Temporary Federal Unemployment Surtax .. ................... 98
D. Coordinate Farmer Income Averaging and the Alternative Minimum Tax . .. .. 99
ESTATEAND GIFT TAXRELIEF ... ... e 100
A. Reduce Edtate, Gift, and Generation-Skipping Transfer Taxes.............. 100
B. Expand Estate Tax Rule for ConservationEasements . . .. ................. 102
C. Incresse Annua Gift Exclusion .......... ... ... 104
D. Simplification of Generation-Skipping Transfer (“GST”) Tax .. .. .......... 105

1. Retroactive allocation of the GST tax exemption . .................... 105

2. Severing of trusts holding property having an inclusion ratio of greater

than zero . . ... 106

3. Modification of certain valuationrules. ............................ 107

4. Relief fromlateelections ... 107

5. Substantial compliance .. ... .. 109
TAX-EXEMPT ORGANIZATION PROVISIONS ........ ..., 111
A. Provide Tax Exemption for Organizations Created by a State to Provide

Property and Casualty Insurance Coverage for Property for Which Such

Coverage IsOtherwiseUnavailable .. .............. ... ... ... ... ..., 111
B. Modify Section512(b)(13) . . ... oo 115
C. Tax-Free Withdrawals From IRAsfor Charitable Purposes ............... 117
D. Provide Exclusion for Mileage Reimbursements by Charitable Organizations .. 119
E. Charitable Contribution Deduction for Certain Expensesin Support of Native

Alaskan SubsistenceWhaling . .. ... 121
F. Simplify Lobbying Expenditure Limitations ................. ... ....... 122
G. Charitable GIiving Proposals . . ... e 124
INTERNATIONAL TAX RELIEF .. ... s 126



Xl.

A. Allocate Interest Expenseon WorldwideBasis .. ....................... 126
B. Look-Through Rulesto Apply to Dividends from Noncontrolled Section 902
COrPOratioNS . . . v ettt e e e 131
C. Subpart F Treatment of Pipeline Transportation Income and Income From
Transmission of High Voltage Electricity .. ........ ... ... ... 133
D. Prohibit Disclosure of APAsand APA Background Files ................. 135
E. Exempt Certain Sales of Frequent-Flyer and Similar Reduced-Fare Air
Transportation Rightsfrom Aviation Excise Taxes ...............c....... 141
HOUSING AND REAL ESTATETAXRELIEF . ... ... ... ... o ... 142
A. Increase Low-Income Housing Tax Credit Per CapitaAmount . ............ 142
B. Tax Credit for Renovating HistoricHomes ............. ... .. .. ....... 145
C. ProvisonsReatingtoREITS .. ... 147
D. Increase State Volume Limits on Tax-Exempt Private Activity Bonds . . . . . . .. 152
MISCELLANEOUSPROVISIONS ... ... 154
A. Repeal Certain Excise Taxes on Rail Diesel Fuel and Inland Waterway Barge
FUBIS . . 154
B. Tax Treatment of Alaska Native Settlement Trusts . .. .......... ... ... .. 155

C. Allow Corporationsto Take Certain Minimum Tax Credits Against Minimum

L= 157
D. Allow Net Operating Losses From Oil and Gas Properties to be Carried

Back for UptoFveYears ... ... e 158
E. Allow Geological and Geophysical Coststo be Deducted Currently ......... 159

F. Allow Certain Oil and Gas “Delay Rental Payments’ To Be Deducted
CUITENtlY . e 162

G. Simplify the Active Trade or Business Requirement for Tax-Free Spin-offs ... 163

(V)



XII.

XII.

H. Increase the Maximum Dollar Amount of Reforestation Expenditures

Eligiblefor Amortizationand Credit ............ ... ... ..., 165
I. Modify Excise Tax on Arrow Components and ACCessories ............... 167
J.  Increase Joint Committee on Taxation Refund Review Threshold to $2

MilION . 168
EXTENSION OF EXPIRINGPROVISIONS . . ... ... oo 169
A. Extensonof Research Tax Credit ........... ..., 169
B. Extend Exceptions Under Subpart F for Active Financing Income ........... 172
C. Extend Suspension of Income Limitation on Percentage Depletion from

Marginal Oil and GasWells . . ... 174
D. Extend the Work Opportunity Tax Credit .. ........... ..., 175
E. Extend the Welfare-to-Work Tax Credit. .. .......... .. ..., 176
F. Extend and Modify Tax Credit for Electricity Produced by Wind and

Closed-Loop Biomass Facilities ................c ... 177
G. Extend Exemption From Diesel Dyeing Requirement for Certain Areas

INALBSKA . . .o 178
H. Expensing of Environmental Remediation Expenditures. . ................. 179
REVENUE OFFSET PROVISIONS ... ... e 180
A. Modify Foreign Tax Credit Carryover Rules . ......... ..., 180
B. Information Returns Relating to the Discharge of Indebtedness by Certain

ENtities ... 181
C. Increase Elective Withholding Rate for Nonperiodic Distributions from

Deferred CompensationPlans ... i 182
D. Extensonof IRSUSEr Fees ... ... 184
E. Treatment of Excess Pension Assets Used for Retiree Health Benefits .... ... 185

(vi)



F. Clarify the Tax Treatment of Income and Losses on Derivatives ............ 188
G. LOOPhole CIOSErS . . ..ot 190
1. Limit use of non-accrua experience method of accounting to amounts to
be received for performance of qualified professional services ......... 190
2. Impose limitation on prefunding of certain employee benefits ........... 191
3. Modify installment method and prohibit its use by accrual method
L6220 72 Y= £ 192
4. Limit conversion of character of income from constructive ownership
TraNSaCtiONS . . ..o 194
5. Denia of charitable contribution deduction for transfers associated with
gplit-dollar insurance arrangements . ... 195
6. Modify estimated tax rulesfor closely heldREITS. .. ................. 199
7. Prohibited allocations of stock in an ESOP of an S corporation. ......... 200
8. Modify anti-abuse rules related to assumption of liabilities............. 202
9. Require consistent treatment and provide basis allocation rules for transfers
of intangibles in certain nonrecognition transactions .................. 202
10. Modify treatment of closaly-held REITS .......... ... ... ... ... ... 203
11. Distributions by a partnership to a corporate partner of stock in another
COMPOIAION . . e ettt ettt e e e e e e e ettt 205
XIV. TAXTECHNICAL CORRECTIONS . . ... e e 209

(vii)



INTRODUCTION

This document,* prepared by the staff of the Joint Committee on Taxation, provides a
description of the provisionsin the Taxpayer Refund Act of 1999. The Senate Committee on
Finance is scheduled to mark up these proposals beginning on July 20, 1999.

This document contains descriptions of the following provisions in the Chairman’s Mark:
(1) broad-based tax relief provisions, (2) family tax relief provisions, (3) retirement savings tax
relief provisions, (4) education tax relief provisions, (5) health care tax relief provisions, (6) small
businesstax relief provisions, (7) estate and gift tax relief provisions, (8) tax-exempt organization
provisions, (9) international tax relief provisions, (10) housing and real estate tax relief provisions,
(11) miscellaneous provisions, (12) extension of expired and expiring provisions, (13) revenue
offset provisions, and (14) tax technical correction provisions.

! This document may be cited as follows: Joint Committee on Taxation, Description of the
Taxpayer Refund Act of 1999 (JCX-46-99) July 16, 1999.
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|. BROAD-BASED TAX RELIEF -- REDUCTION IN THE
15-PERCENT REGULAR INDIVIDUAL INCOME TAX RATE

Present L aw

| ncometax rate structure

To determine regular income tax liability, ataxpayer generally must apply the tax rate
schedules (or the tax tables) to his or her taxable income. The rate schedules are broken into
several ranges of income, known as income brackets, and the marginal tax rate increasesas a
taxpayer'sincome increases. The income bracket amounts are indexed for inflation. Separate rate
schedules apply based on an individual's filing status. In order to limit multiple uses of a graduated
rate schedule within afamily, the net unearned income of a child under age 14 istaxed asif it were
the parent'sincome. For 1999, the individual regular income tax rate schedules are shown below.

Table 1.—Federal Individual Income Tax Ratesfor 1999

If taxableincomeis Then incometax equals

Singleindividuals

BO-25750 ..t 15 percent of taxableincome

$25,750-$62,450 ... ... $3,862.50, plus 28% of the amount over $25,750

$62,450-$130,250 .. ...t $14,138.50 plus 31% of the amount over $62,450

$130,250-$283,150 . ... ..ot $35,156.50 plus 36% of the amount over $130,250

Over$283,150 .............ccvvvi... $90,200.50 plus 39.6% of the amount over $283,150

Heads of households

$0-$34,550 ...t 15 percent of taxable income

$34,550-$89,150 ... ...t $5,182.50 plus 28% of the amount over $34,550

$89,150-$144,400 . ..., $20,470.50 plus 31% of the amount over $89,150

$144,400-$283,150 . ... ..ot i $37,598 plus 36% of the amount over $144,400

Over$283,150 ........ccovvvveennn.. $87,548 plus 39.6% of the amount over $283,150
Married individualsfiling joint returns

$O-$43,050 ... oot 15 percent of taxable income

$43,050-$104,050 .. ...ttt $6,457.50 plus 28% of the amount over $43,050

$104,050-$158,550 . ... ..o v i $23,537.50 plus 31% of the amount over $104,050

$158,550-$283,150 . ... ..o $40,432.50 plus 36% of the amount over $158,550

Over$283,150 .........covvvveeinnn.. $85,288.50 plus 39.6% of the amount over $283,150

Description of Proposal




The proposal would reduce the lowest individual regular income tax rate from 15 percent to
14 percent. This rate reduction would not apply to the capital gainstax rates. The proposal would
also increase the size of the otherwise applicable 14-percent rate bracket by $2,000 ($4,000 for a
married couple filing ajoint return) beginning in 2005 and by $2,500 ($5,000 for a married couple
filing ajoint return) beginning in 2007.

Effective Date

The proposal to reduce the rate from 15 percent to 14 percent would be effective for taxable
years beginning after December 31, 2000. The proposal to increase the size of the rate bracket
would be effective for taxable years beginning after December 31, 2004.



Il. FAMILY TAX RELIEF PROVISIONS

A. Election to Calculate Combined Tax asIndividuals
for aMarried Couple Filing a Joint Return

Present Law

A married couple generdly istreated as one tax unit that must pay tax on the unit’s total
taxable income. Although married couples may elect to file separate returns, the rate schedules and
provisions are structured so that filing separate returns usually results in a higher tax than filing a
joint return. Other rate schedules apply to single persons and to single heads of households.

A "marriage penalty" exists when the sum of the tax liabilities of two unmarried individuals
filing their own tax returns (either single or head of household returns) isless than their tax liability
under ajoint return (if the two individuals were to marry). A "marriage bonus' exists when the sum
of the tax liabilities of the individualsis greater than their combined tax liability under ajoint
return.

While the size of any marriage penalty or bonus under present law depends upon the
individuals incomes, number of dependents, and itemized deductions, as a general rule married
couples whose incomes are split more evenly than 70-30 suffer amarriage penalty. Married
couples whose incomes are largely attributable to one spouse generally receive a marriage bonus.

Under present law, the size of the standard deduction and the tax bracket breakpoints follow
certain customary ratios across filing statuses. The standard deduction and tax bracket breakpoints
for singlefilers are roughly 60 percent of those for joint filers.2 With these ratios, unmarried
individual s have standard deductions whose sum exceeds the standard deduction they would
receive as amarried couplefiling ajoint return. Thus, their taxable income as joint filers may
exceed the sum of their taxable incomes as unmarried individuals.

Description of Proposal

Under the proposal, married taxpayers would have the option to calcul ate separate taxable
income for each spouse and to be taxed as two single individuals on the same return. The tax due
would be calculated by applying the tax rates for single individuals to the separate taxable incomes.
Under the proposal, the two spouses would elect to either use a standard deduction or to itemize
their deductions. Thus, one spouse would not be permitted itemize deductions while the other
spouse claimed a standard deduction. If amarried couple elects to compute taxable income
separately and claim the standard deduction, the applicable standard deduction for each spouse
would be the standard deduction for single individuals. Under the proposal, one tax liability is
calculated on a separate basis, all tax credits and payments of tax are applied asif the coupleis

2 Thisis not true for the 39.6-percent rate. The beginning point of this rate bracket isthe
same for all taxpayers regardless of filing status.
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filing ajoint return.

Income from the performance of services (e.g., wages, salaries, and pensions) would be
treated as the income of the spouse who performed the services. Income from property would be
divided between the spouses in accordance with their respective ownership rightsin such property.
Jointly owned assets would be divided evenly.

Deductions generally would be allocated to the spouse treated as having the income to
which the deduction relates. Special rules would apply for certain deductions. The deduction for
contributions to an individual retirement arrangement would be allocated to the spouse for whom
the contribution is made. The deduction for aimony would be allocated to the spouse who has the
liability to pay the aimony. The deduction for contributions to medical savings accounts would be
allocated to the spouse with respect to whose employment or self employment the account relates.

Each spouse would be entitled to claim one personal exemption. Exemptions for
dependents would be allocated based on each spouse’ s relative income.

All credits would be determined asif the spouses had filed ajoint return. The credit
amounts would then be applied against the combined tax liability of the couple.

The Secretary of the Treasury would be directed to prescribe such regulations as may be
necessary or appropriate to carry out the provisions of the proposal.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2004.



B. Marriage Penalty Relief
Relating to the Earned Income Credit

Present L aw

Certain eligible low-income workers are entitled to claim a refundable earned income
credit (“EIC”) on their income tax return. A refundable credit is a credit that not only reduces an
individua’ stax liability but allows refunds to the individual in excess of income tax liability. The
amount of the credit an eligible individual may claim depends upon whether the individual has one,
more than one, or no qualifying children, and is determined by multiplying the credit rate by the
individual’ s earned income up to an earned income amount. 1n the case of amarried individual
who filesajoint return with his or her spouse, the income for purposes of these testsis the
combined income of the couple. The maximum amount of the credit is the product of the credit rate
and the earned income amount. The credit is phased out above certain income levels. For
individuals with earned income (or modified AGI, if greater) in excess of the beginning of the
phase-out range, the maximum credit amount is reduced by the phase-out rate multiplied by the
earned income (or modified AGI, if greater) in excess of the beginning of the phase-out range. For
individuals with earned income (or modified AGI, if greater) in excess of the end of the phase-out
range, no credit is allowed.

The parameters of the credit for 1999 are provided in the following table.

Earned Income Credit Parameters (1999)

Two or more Onequalifying  No qualifying

qualifying child children
children
Creditrate (percent) ................ 40.00 34.00 7.65
Earned incomeamount . ............. $9,540 $6,800 $4,530
Maximumcredit ................... $3,816 $2,312 $347
Phase-outbegins . .................. $12,460 $12,460 $5,670
Phase-out rate (percent) . ............. 21.06 15.98 7.65
Phase-outends .................... $30,580 $26,928 $10,200

Description of Proposal

The proposa would increase the beginning point of the phase out of the EIC for married
couplesfiling ajoint return by $2,000. Because the rate of the phase out is not changed by the
proposal, the end-point of the phase-out ranges would also be increased by $2,000. The effect of
the increase in the beginning point of the phase-out is to increase the EIC for taxpayers in the phase-
out range by an amount up to $2,000 times the phase-out rate. For example, for couples with two or
more qualifying children, the maximum increase in the EIC as aresult of the proposal would be
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$2,000 times 21.06 percent, or $421.20. The $2,000 amount would be indexed for inflation.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2004.



C. Expand the Exclusion from Incomefor Certain Foster Care Payments
Present L aw

Generally, afoster care provider may exclude qualified foster care payments, (including
difficulty of care payments) from gross income if certain requirements are satisfied.® First, such
payments must be paid to the foster care providers by either (1) a State or political subdivision of a
State; or (2) atax-exempt placement agency. Second, the payments, including difficulty of care
payments, must be paid to the foster care provider for the care of a*“qualified foster individual” in
the foster care provider’shome. A qualified foster individual is an individual living in afoster
care family home in which the individual was placed by: (1) an agency of the State or a political
subdivision of a State; or (2) atax-exempt placement agency if such individual was under the age of
19 at the time of placement. Third, the exclusion of foster care payments generally appliesto
qualified foster care payments for five or fewer foster care individuals over the ageof 19ina
foster home. Inthe case of difficulty of care payments, the exclusion applies to payments for ten or
fewer foster care individuals under the age of 19 in afoster home and to payments for five or fewer
foster care individuals at least age 19 in afoster home.

Description of Proposal

The proposal would make two principal modifications to the exclusion. First, the proposal
would expand the list of persons digible to make qualified foster care payments. Therefore, the
exclusion would apply to qualified payments made pursuant to afoster care program of a State or
local government which are paid by either: (1) a State or political subdivision of a State; or (2) a
qualified foster care placement agency, whether taxable or tax-exempt. Second, the proposal
would expand the list of persons eligible to place foster care individuals to allow placements by
either: (1) a State or a political subdivision of a State; or (2) aqualified foster care placement
agency, whether taxable or tax-exempt. For these purposes, aqualified foster care placement
agency would be defined as any placement agency which islicensed or certified by: (1) a State or
political subdivision of a State; or (2) an entity designated by a State or political subdivision
thereof, for the foster care program of such State or political subdivision to make paymentsto
providers of foster care.

The proposa would alow State and local governments to employ both tax-exempt and
taxable entities to administer their foster care programs more efficiently; however, it would not
extend the exclusion to payments outside such foster care programs (e.g., payments to afoster care
provider from friends or relatives of afoster care individual in the provider’s care).

Effective Date

3 A difficulty of care payment is a payment designated by the person making such payment
as compensation for providing the additional care of aqualified foster care individual whichis
required by reason of a physical, mental, or emotional handicap of such individual and with
respect to which the State has determined that there is a need for additional compensation.
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The proposal would be effective for taxable years beginning after December 31, 1999.



D. Increase and Expand the Dependent Car e Credit
Present L aw
In general

A taxpayer who maintains a household which includes one or more qualifying individuals
may claim a nonrefundable credit against income tax liability for up to 30 percent of alimited
amount of employment-related dependent care expenses. Eligible employment-related expenses are
limited to $2,400 if there is one qualifying individual or $4,800 if there are two or more qualifying
individuals. Generaly, aqualifying individual is a dependent under the age of 13 or aphysically or
mentally incapacitated dependent or spouse. No credit is allowed for any qualifying individual
unless avalid taxpayer identification number (“TIN”) has been provided for that individual. A
taxpayer is treated as maintaining a household for a period if the taxpayer (or the taxpayer's spouse,
if married) provides more than one-haf the cost of maintaining the household for that period. In the
case of married taxpayers, the credit is not available unless they file ajoint return.

Employment-related dependent care expenses are expenses for the care of a qualifying
individual incurred to enable the taxpayer to be gainfully employed, other than expenses incurred
for an overnight camp. For example, amounts paid for the services of a housekeeper generaly
qualify if such services are performed at least partly for the benefit of aqualifying individual;
amounts paid for a chauffeur or gardener do not qualify.

Expenses that may be taken into account in computing the credit generally may not exceed an
individual's earned income or, in the case of married taxpayers, the earned income of the spouse
with the lesser earnings. Thus, if one spouse has no earned income, generally no credit is allowed.

The 30-percent credit rate is reduced, but not below 20 percent, by 1 percentage point for
each $2,000 (or fraction thereof) of adjusted grossincome (“*AGI”) above $10,000.

I nteraction with employer -provided dependent car e assistance

For purposes of the dependent care credit, the maximum amounts of employment-related
expenses ($2,400/$4,800) are reduced to the extent that the taxpayer has received employer-
provided dependent care assistance that is excludable from gross income (sec. 129). The exclusion
for dependent care assistance is limited to $5,000 per year and does not vary with the number of
children.

Description of Proposal

The proposa would make two changes to the dependent care tax credit. First, the maximum
credit percentage would be increased from 30 percent to 50 percent for taxpayers with AGI of
$30,000 or less. The 50-percent credit rate would be decreased by one percentage point for each
$1,000 of AGIl, or fraction thereof, between $30,001 and $59,000. The credit percentage would be
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20 percent for taxpayers with AGI of $59,001 or greater. Second, the maximum amount of digible
employment-rel ated expenses ($2,400/$4,800).

The present-law reduction of the dependent care credit for employer-provided dependent
care assistance would not be changed.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2000.
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E. Tax Credit for Employer-Provided Child Care Facilities
Present L aw
Generally, present law does not provide atax credit to employers for supporting child care
or child care resource and referral services.* An employer, however, may be able to claim such
expenses as deductions for ordinary and necessary business expenses. Alternatively, the employer
may be required to capitalize the expenses and claim depreciation deductions over time.

Description of Proposal

Employer tax credit for supporting employee child care

Under the proposal, taxpayers would receive atax credit equal to 25 percent of qualified
expenses for employee child care. These expenses would include costs incurred: (1) to acquire,
construct, rehabilitate or expand property that isto be used as part of a taxpayer's qualified child
care facility; (2) for the operation of ataxpayer's qualified child care facility, including the costs of
training and continuing education for employees of the child care facility; or (3) under a contract
with a qualified child care facility to provide child care services to employees of the taxpayer. To
be aqualified child care facility, the principal use of the facility must be for child care, and the
facility must be duly licensed by the State agency with jurisdiction over its operations. Also, if the
facility is owned or operated by the taxpayer, at least 30 percent of the children enrolled in the
center (based on an annual average or the enrollment measured at the beginning of each month) must
be children of the taxpayer's employees. If ataxpayer opens anew facility, it must meet the
30-percent employee enrollment requirement within two years of commencing operations. If a new
facility failed to meet this requirement, the credit would be subject to recapture.

To qualify for the credit, the taxpayer must offer child care services, either at its own
facility or through third parties, on abasis that does not discriminate in favor of highly compensated
employees.

Employer tax credit for child careresource and referral services

Under the proposal, ataxpayer would be entitled to atax credit equal to 10 percent of
expenses incurred to provide employees with child care resource and referral services.

“An employer may claim the welfare-to-work tax credit on the eligible wages of certain
long-term family assistance recipients. For purposes of the welfare-to-work credit, eligible wages
includes amounts paid by the employer for dependent care assistance.
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Other rules

Total credits that may be claimed under this proposal would be capped at $150,000 per
year. Any amounts for which the taxpayer may otherwise claim atax deduction would be reduced
by the amount of these credits. Similarly, if the credits are taken for expenses of acquiring,
constructing, rehabilitating, or expanding afacility, the taxpayer's basisin the facility would be
reduced by the amount of the credits.

Effective Date

The credits would be effective for taxable years beginning after December 31, 2000.
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F. Modify Individual Alternative Minimum Tax
Present L aw
In general

Present law imposes aminimum tax (“AMT”) on an individual to the extent the taxpayer's
minimum tax liability exceeds his or her regular tax liability. The AMT isimposed on individuals
at rates of (1) 26 percent on the first $175,000 of aternative minimum taxable income (“AMTI”) in
excess of a phased-out exemption amount and (2) 28 percent on the remaining AMTI. The
exemptions amounts are $45,000 in the case of married individuas filing ajoint return and
surviving spouses; $33,750 in the case of other unmarried individuals; and $22,500 in the case of
married individuals filing a separate return. These exemption amounts are phased-out by an amount
equal to 25 percent of the amount that the individual's AMTI exceeds a threshold amount. These
threshold amounts are $150,000 in the case of married individua s filing ajoint return and surviving
spouses; $112,500 in the case of other unmarried individuals; and $75,000 in the case of married
individuals filing a separate return, estates, and trusts. The exemption amounts, the threshold phase-
out amounts, and the $175,000 break-point amount are not indexed for inflation. The lower capital
gains rates applicable to the regular tax apply for purposes of the AMT.

AMTI isthe taxpayer's taxable income increased by certain preference items and adjusted
by determining the tax treatment of certain itemsin a manner that negates the deferral of income
resulting from the regular tax treatment of those items.

Preferenceitemsin computing AMTI

The minimum tax preference items are:

(1) The excess of the deduction for percentage depletion over the adjusted basis of the
property at the end of the taxable year. This preference does not apply to percentage depletion
allowed with respect to oil and gas properties.

(2) The amount by which excess intangible drilling costs arising in the taxable year exceed
65 percent of the net income from oil, gas, and geothermal properties. This preference does not
apply to an independent producer to the extent the preference would not reduce the producer’s
AMTI by more than 40 percent.

(3) Tax-exempt interest income on private activity bonds (other than qualified 501(c)(3)
bonds) issued after August 7, 1986.

(4) Accelerated depreciation or amortization on certain property placed in service before
January 1, 1987.

(5) Forty-two percent of the amount excluded from income under section 1202 (relating to
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gains on the sale of certain small business stock).
In addition, losses from any tax shelter, farm, or passive activities are denied.®

Adjustmentsin computing AMTI

The adjustments that individuals must make in computing AMTI are:

(1) Depreciation on property placed in service after 1986 and before January 1, 1999, must
be computed by using the generally longer class lives prescribed by the alternative depreciation
system of section 168(g) and either (@) the straight-line method in the case of property subject to the
straight-line method under the regular tax or (b) the 150-percent declining balance method in the
case of other property. Depreciation on property placed in service after December 31, 1998, is
computed by using the regular tax recovery periods and the AMT methods described in the previous
sentence.

(2) Mining exploration and devel opment costs must be capitalized and amortized over a 10-
year period.

(3) Taxable income from along-term contract (other than a home construction contract) must
be computed using the percentage of completion method of accounting.

(4) The amortization deduction allowed for pollution control facilities placed in service
before January 1, 1999 (generally determined using 60-month amortization for a portion of the cost
of the facility under the regular tax), must be calculated under the aternative depreciation system
(generdly, using longer class lives and the straight-line method). The amortization deduction
allowed for pollution control facilities placed in service after December 31, 1998, is calculated
using the regular tax recovery periods and the straight-line method.

(5) Miscellaneous itemized deductions are not allowed.
(6) Itemized deductions for State, local, and foreign real property taxes, State and local
personal property taxes, and State, local, and foreign income, war profits, and excess profits taxes

are not allowed.

(7) Medical expenses are allowed only to the extent they exceed 10 percent of the taxpayer's
adjusted grossincome (AGI).

(8) Standard deductions and personal exemptions are not allowed.

(9) The amount allowable as a deduction for circulation expenditures must be capitalized

5> Given the passage of section 469 by the Tax Reform Act of 1986 (relating to the
deductibility of losses from passive activities), these provisions are largely "deadwood."
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and amortized over a 3-year period.

(20) The amount allowable as a deduction for research and experimental expenditures must
be capitalized and amortized over a 10-year period.®

(11) Theregular tax rules relating to incentive stock options do not apply.
Other rules

The combination of the taxpayer's net operating loss carryover and foreign tax credits
cannot reduce the taxpayer's AMT liability by more than 90 percent of the amount determined
without these items.

The various nonrefundable credits allowed under the regular tax generally are allowed only
to the extent that the individual’ s regular tax exceeds the tentative minimum tax. The earned income
credit and the child credit of those taxpayers with three or more qualified children are refundable
credits and may offset the taxpayer's tentative minimum tax. However, ataxpayer must reduce these
refundable credits by the taxpayer'sAMT.’

If an individual is subject to AMT in any year, the amount of tax exceeding the taxpayer's
regular tax liability is allowed as a credit (the*AMT credit”) in any subsequent taxable year to the
extent the taxpayer's regular tax liability exceeds his or her tentative minimum tax in such
subsequent year. For individuals, the AMT credit is allowed only to the extent the taxpayer's AMT
liability isaresult of adjustments that are timing in nature. Most individual AMT adjustments
relate to itemized deductions and personal exemptions and are not timing in nature.

Description of Proposal

The proposal would allow an individual to offset the entire regular tax liablity (without
regard to the minimum tax) by the nonrefundable personal credits, and would repeal the provision
reducing the refundable child credit by the AMT.

The proposal would also allow the deduction for personal exemptionsin computing AMT.

Effective Dates

The provisions relating to the limit on personal credits and the offset of the refundable child
credit would be effective for taxable years beginning after December 31, 1998.

6 No adjustment isrequired if the taxpayer materialy participates in the activity that
relates to the research and experimental expenditures.

" For 1998 only, the nonrefundable personal credits were not limited by the tentative
minimum tax, and the refundable child credit was not reduced by the minimum tax.
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The provision relating to the deduction for personal exemptions would be effective for
taxable years beginning after December 31, 2004.
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[1l. RETIREMENT AND INDIVIDUAL SAVINGSTAX RELIEF PROVISIONS
A. Individual Savings Provisons

1. Individual retirement arrangements (“1RAS’)
In general

There are two general types of individua retirement arrangements (“IRAS") under present
law: traditional IRAS, to which both deductible and nondeductible contributions may be made, and
Roth IRAs. The Federal income tax rules regarding each type of IRA (and IRA contribution)
differs.

Traditional IRAs

Under present law, an individual may make deductible contributions to an IRA up to the
lesser of $2,000 or the individual’s compensation if the individual and the individua’s spouse are
not active participants in an employer-sponsored retirement plan. In the case of amarried couple,
deductible IRA contributions of up to $2,000 can be made for each spouse (including, for example,
a homemaker who does not work outside the home), if the combined compensation of both spouses
isat least equal to the contributed amount. If the individual (or the individual’s spouse) is an active
participant in an employer-sponsored retirement plan, the $2,000 deduction limit is phased out for
taxpayers with adjusted gross income (“AGI”) over certain levels for the taxable year.

The AGI phase-out limits for taxpayers who are active participants in employer-sponsored
plans are as follows.

Sngle Taxpayers

Taxable years beginning in: Phase-out range
1008 $30,000-40,000
1990 L e 31,000-41,000
2000 .. 32,000-42,000
200 . 33,000-43,000
2002 34,000-44,000
2003 . 40,000-50,000
2004 45,000-55,000
2005andthereafter . ... 50,000-60,000
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Joint Returns

Taxable years beginning in: Phase-out range
1008 $50,000-60,000
1990 L. 51,000-61,000
2000 .. 52,000-62,000
200 . 53,000-63,000
2002 54,000-64,000
2003 . 60,000-70,000
2004 65,000-75,000
2005 . 70,000-80,000
2006 .. 75,000-85,000
2007 andthereafter . ... 80,000-100,000

If theindividual is not an active participant in an employer-sponsored retirement plan, but
the individual’s spouse s, the $2,000 deduction limit is phased out for taxpayers with AGI between
$150,000 and $160,000.

To the extent an individual cannot or does not make deductible contributions to an IRA or
contributions to aRoth IRA, the individual may make nondeductible contributions to an traditional
IRA.

Amounts held in atraditional IRA are includible in income when withdrawn (except to the
extent the withdrawal is areturn of nondeductible contributions). Includible amounts withdrawn
prior to attainment of age 59-1/2 are subject to an additional 10-percent early withdrawal tax,
unless the withdrawal is due to death or disability, is made in the form of certain periodic
payments, is used to pay medical expensesin excess of 7.5 percent of AGI, is used to purchase
health insurance of an unemployed individual, is used for education expenses, or is used for first-
time homebuyer expenses of up to $10,000.

Roth IRAs

Individuals with AGI below certain levels may make nondeductible contributions to a Roth
IRA. The maximum annual contribution that may be made to a Roth IRA is the lesser of $2,000 or
the individual’ s compensation for the year. The contribution limit is reduced to the extent an
individual makes contributions to any other IRA for the same taxable year. As under the rules
relating to IRAs generally, a contribution of up to $2,000 for each spouse may be made to a Roth
IRA provided the combined compensation of the spousesis at least equal to the contributed amount.
The maximum annual contribution that can be made to a Roth IRA is phased out for single
individuals with AGI between $95,000 and $110,000 and for joint filers with AGI between
$150,000 and $160,000.
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Taxpayers with modified AGI of $100,000 or less generally may convert atraditional IRA
into an Roth IRA. The amount converted isincludible in income as if awithdrawal had been made,
except that the 10-percent early withdrawal tax does not apply and, if the conversion occurred in
1998, the income inclusion may be spread ratably over 4 years. Married taxpayers who file
separate returns cannot convert atraditional IRA into aRoth IRA.

Amounts held in a Roth IRA that are withdrawn as a qualified distribution are not includible
in income, nor subject to the additional 10-percent tax on early withdrawals. A qualified
distribution is a distribution that (1) is made after the 5-taxable year period beginning with the first
taxable year for which the individual made a contribution to a Roth IRA, and (2) which is made
after attainment of age 59-1/2, on account of death or disability, or is made for first-time homebuyer
expenses of up to $10,000.

Distributions from a Roth IRA that are not qualified distributions are includible in income
to the extent attributable to earnings, and subject to the 10-percent early withdrawal tax (unless an
exception applies).® The same exceptions to the early withdrawal tax that apply to IRAs apply to
Roth IRAs.

Description of Proposal

ncrease in annual contribution limits

The proposal would increase the annual contribution limit for traditional IRAs and Roth
IRAsin $1,000 annual increments, beginning in 2001, until the limit reaches $5,000 in 2005.
Thereafter, the limit would be indexed for inflation in $100 increments.

Increasein AGI limitsfor deductible IRA contributions

Under the proposal, the AGI phase-out limits for active participants in an employer-
sponsored plan would be increased annually by $2,000 ($4,000 in the case of married taxpayers
filing ajoint return) for 2001-2003 and by $2,500 ($5,000 in the case of married taxpayers filing a
joint return) for 2004-2008. After 2008, the income limits would be indexed for inflation. These
increases would be in addition to the amount of the increases scheduled under present law. Thus,
the phase-out limits would be as follows for taxable years beginning in 2001-2009.

8 Early distribution of converted amounts may also accelerate income inclusion of
converted amounts that are taxable under the 4-year rule applicable to 1998 conversions.
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Sngle Returns

Taxable years beginning in: Phase-out range
200 $35,000-45,000
2002 . 38,000-48,000
2008 L. 46,000-56,000
2004 . 53,500-63,500
2005 61,000-71,000
2006 . 63,500-73,500
2007 66,000-76,000
2008 . 68,500-78,500

Joint Returns

Taxable years beginning in: Phase-out range
2008 .. $57,000-67,000
2002 . 62,000-72,000
2008 72,000-82,000
2004 . 82,000-92,000
2005 92,000-102,000
2006 ... 102,000-112,000
2007 112,000-132,000
2008 .. 117,000-137,000

The present-law income phase-out range for an individual who is not an active participant,
but whose spouse is, would remain at $150,000 to $160,000.

AGI limitsfor Roth IRASs

The proposal would repeal the Roth IRA contribution AGI phase-out limits. The proposal
would also increase the AGI limit on conversions of traditional IRAsto Roth IRAsto $1 million.
This $1 million limit would apply to all taxpayers, including married taxpayersfiling separate
returns.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2000.
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2. Creation of individual development accounts
Present L aw

There are no tax benefits to encourage financia institutions to match savings of low-income
individuals.

Description of Proposal

In general

The proposal would create individual development accounts (*IDA”s) to which eligible
individuals could contribute. In addition, the proposal would provide atax credit for certain
matching contributions made to an IDA by the financia ingtitution maintaining the IDA. Eligible
individuals would be individuals who are: (1) at least 18 years of age; (2) acitizen or lega
resident of the United States; and (3) a member of a household eligible for the earned income
credit, Temporary Assistance for Needy Families (“TANF”), or with family grossincome of 60
percent or less of area median grossincome and net worth of $10,000 or less.

Contributionsto an | DA by digible individuals

Only dligible individuals would be allowed to contribute to an IDA. Contributionsto IDAS
by individuals would not be deductible, and earnings on such contributions would be includible in
income.

M atching contributions

The proposal would provide atax credit to financial institutions that make matching
contributions to IDAs of individuals.® The tax credit would equal 85 percent of matching
contributions of up to a maximum annual credit of $300 per eligibleindividual. The credit would
be available in each year that a matching contribution is made. Financia ingtitutions could reduce
Federal tax deposits by the amount of the credit.

Matching contributions (and earnings thereon) would not be includible in the gross income
of the éligible individual.

If an individual withdraws his or her own IDA contributions (or earnings thereon) for a
purpose other than a qualified purpose, the matching contribution attributable to such individual

® Matching contributions (and earnings) would be accounted for separately from individual
IDA contributions (and earnings).
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contribution would be forfeited.’® Matching contributions could be withdrawn only for qualified
purposes.

A qualified purpose distribution would be a distribution used for (1) certain educational
expenses, (2) first-time homebuyer expenses, and (3) business start-up expenses.

Effect on means-tested programs

Any amounts in the IDA would not be taken into account for certain Federal means-tested
programs.

Effective Date

The proposa would be effective for contributions to IDAs and matching contributions made
with respect to such IDAs after December 31, 2000, and before January 1, 2006.

10 Thefinancial institution would be required to adjust tax deposits to take into account
forfeitures of matching contributions.
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B. Expanding Coverage
1. Option totreat elective deferrals as after-tax contributions
Present L aw

A qualified cash or deferred arrangement (“section 401(k) plan™) or atax-sheltered annuity
(“section 403(b) annuity”) may permit a participant to elect to have the employer make payments as
contributions to the plan or to the participant directly in cash. Contributions made to the plan at the
election of a participant are elective deferrals. Elective deferrals must be nonforfeitable and are
subject to an annual dollar limitation (sec. 402(g)) and distribution restrictions. In addition,
elective deferrals under a section 401(K) plan are subject to specia nondiscrimination rules.
Elective deferrals (and earnings attributable thereto) are not includible in a participant’ s gross
income until distributed from the plan.

Individuals with adjusted gross income below certain levels generally may make
nondeductible contributions to a Roth IRA and may convert a deductible or nondeductible IRA into
aRoth IRA. Amounts held in aRoth IRA that are withdrawn as a qualified distribution are not
includible in income, nor subject to the additional 10-percent tax on early withdrawals. A
qualified distribution is a distribution that (1) is made after the 5-taxable year period beginning
with the first taxable year for which the individual made a contribution to a Roth IRA, and (2) is
made after attainment of age 59-1/2, is made on account of death or disability, or isaqualified
specia purpose distribution (i.e., for first-time homebuyer expenses of up to $10,000). A
distribution from a Roth IRA that is not a qualified distribution isincludible in income to the extent
attributable to earnings, and is subject to the 10-percent tax on early withdrawals (unless an
exception applies).t

Description of Proposal

A section 401(k) plan or a section 403(b) annuity would be permitted to include a
“qualified plus contribution program” that would permit a participant to elect to have all or a
portion of the participant’s elective deferrals under the plan treated as designated plus
contributions. Designated plus contributions would be elective deferrals that the participant
designates as not excludable from the participant’ s gross income.

The annual dollar limitation on a participant’ s designated plus contributions would be the
section 402(g) annual limitation on elective deferrals, reduced by the participant’s elective
deferrals that the participant does not designate as designated plus contributions. Designated plus
contributions would be treated as any other elective deferral for purposes of nonforfeitability
requirements and distribution restrictions. Under a section 401(k) plan, designated plus

11 Early distributions of converted amounts may also accelerate income inclusion of
converted amounts that are taxable under the 4-year rule applicable to 1998 conversions.

-24-



contributions also would be treated as any other elective deferral for purposes of the special
nondi scrimination requirements.

The plan would be required to establish a separate account, and maintain separate
recordkeeping, for a participant’ s designated plus contributions (and earnings allocable thereto). A
qualified distribution from a participant’ s designated plus contributions account would not be
includible in the participant’s grossincome. A qualified distribution would be a distribution that is
made after the end of a specified nonexclusion period and that is (1) made on or after the date on
which the participant attains age 59-1/2, (2) made to a beneficiary (or to the estate of the
participant) on or after the death of the participant, or (3) attributable to the participant’ s being
disabled.*? The nonexclusion period would be the 5-year-taxable period beginning with the earlier
of (1) thefirst taxable year for which the participant made a designated plus contribution to any
designated plus contribution account established for the participant under the plan, or (2) if the
participant has made arollover contribution to the designated plus contribution account that is the
source of the distribution from a designated plus contribution account established for the participant
under another plan, the first taxable year for which the participant made a designated plus
contribution to the previously established account.

A distribution from a designated plus contributions account that is a corrective distribution
of an elective deferral (and income allocable thereto) that exceeds the section 402(g) annual limit
on elective deferrals would not be a qualified distribution.

A participant would be permitted to roll over a distribution from a designated plus
contributions account only to another designated plus contributions account or a Roth IRA of the
participant.

The Secretary of the Treasury would be directed to require the plan administrator of each
section 401(K) plan or section 403(b) annuity that permits participants to make designated plus
contributions to make such returns and reports regarding designated plus contributions to the
Secretary, plan participants and beneficiaries, and other persons that the Secretary may designate.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2000.
2. Increase elective contribution limits
Present L aw

Under present law, under certain salary reduction arrangements, an employee may elect to
have the employer make payments as contributions to a plan on behalf of the employee, or to the

12 A qualified special purpose distributions, as defined under the rules relating to Roth
IRAS, would not qualify as atax-free distribution from a designated plus contributions account.
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employee directly in cash. Contributions made at the election of the employee are called elective
deferrals.

The maximum annual amount of elective deferrals that an individual may make to a qualified
cash or deferred arrangement (a * section 401(k) plan”), atax-sheltered annuity (*section 403(b)
annuity”) or asalary reduction simplified employee pension plan (“SEP") is $10,000 (for 1999).
The maximum annual amount of elective deferrals that an individual may make to aSIMPLE planis
$6,000. These limits are indexed for inflation in $500 increments.

The maximum annual deferral under a deferred compensation plan of a State or local
government or atax-exempt organization (a “section 457 plan”) is the lesser of (1) $8,000 (for
1999) or (2) 33-1/3 percent of compensation. The $8,000 dollar limit isincreased for inflation in
$500 increments. Under a special catch-up rule, the section 457 plan may provide that, for one or
more of the participant’ s last 3 years before retirement, the otherwise applicable limit isincreased
to the lesser of (1) $15,000 or (2) the sum of the otherwise applicable limit for the year plus the
amount by which the limit applicable in preceding years of participation exceeded the deferrals for
that year.

Description of Proposal

Beginning in 2001, the proposal would increase the dollar limit on annual elective deferrals
under section 401(Kk) plans, section 403(b) annuities and salary reduction SEPs in $1,000 annual
increments until the limits reach $15,000 in 2005. Beginning in 2001, the proposal would increase
the maximum annual elective deferrals that could be made to a SIMPLE plan in $1,000 annual
increments until the limit reaches $10,000 in 2004. The $15,000 and $10,000 dollar limits would
be indexed in $500 increments, as under present law.

Section 457 plans

The proposal would increase the dollar limit on deferrals under a section 457 plan to
$9,000 in 2001, $10,000 in 2002, $11,000 in 2003, and $12,000 in 2004. After 2004, the limit
would be indexed $500 increments. The limit would be twice the otherwise applicable dollar limit
in the three years prior to retirement.*3

Effective Date

The proposal would be effective for years beginning after December 31, 2000, with a
delayed effective date for plans maintained pursuant to a collective bargaining agreement.

3. Plan loansfor subchapter Sshareholders, partners, and sole proprietors

13- Another provision of the proposal would increase the 33-1/3 percentage of
compensation limit to 100 percent.
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Present Law

The Internal Revenue Code prohibits certain transactions (* prohibited transactions’)
between a qualified plan and a disqualified person in order to prevent persons with a close
relationship to the qualified plan from using that relationship to the detriment of plan participants
and beneficiaries.** Certain types of transactions are exempted from the prohibited transaction
rules, including loans from the plan to plan participants, if certain requirements are satisfied. In
addition, the Department of Labor can grant an administrative exemption from the prohibited
transaction rulesif she finds the exemption is administratively feasible, in the interest of the plan
and plan participants and beneficiaries, and protective of the rights of participants and beneficiaries
of the plan. Pursuant to this exemption process, the Secretary of Labor grants exemptions both with
respect to specific transactions and classes of transactions.

The statutory exemptions to the prohibited transaction rules do not apply to transactionsin
which the plan makes aloan to an owner-employee.”® Thus, owner-employees wishing to engagein
such atransaction with a plan must obtain an administrative exemption. For purposes of these
rules, an owner-employee means (1) a sole proprietor, (2) a partner who owns more than 10
percent of either the capital interest or the profitsinterest in the partnership, (3) an employee or
officer of a Subchapter S corporation who owns more than the corporation, and (4) the owner of an
individual retirement arrangement (“IRA”). The term owner-employee also includes certain family
members of an owner-employee and certain corporations owned by an owner-employee.

Under the Internal Revenue Code, atwo-tier excise tax isimposed on disqualified persons
who engage in a prohibited transaction. Thefirst level tax isequal to 15 percent of the amount
involved in the transaction. The second level tax isimposed if the prohibited transaction is not
corrected within a certain period, and is equal to 100 percent of the amount involved.

Description of Proposal

The proposal would generaly eliminate the special present-law rules relating to plan loans
made to an owner-employee. Thus, the general statutory exemption would apply to such
transactions. Present law would apply with respect to IRAs.

Effective Date

The proposal would be effective with respect to transactions entered into after December
31, 2000.

14 Title| of the Employee Retirement Income Security Act of 1974, as amended
(“ERISA”) adso contains prohibited transaction rules. The Code and ERISA provisions are
substantially similar, although not identical.

5 Certain transactions involving a plan and Subchapter S shareholders are permitted.
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4. Electivedeferralsnot taken into account for purposes of deduction limits
Present L aw

Employer contributions to one or more qualified retirement plans are deductible subject to
certain limits. In general, the deduction limit depends on the kind of plan.

In the case of a defined benefit pension plan or a money purchase pension plan, the
employer generally may deduct the amount necessary to satisfy the minimum funding cost of the plan
for theyear. If adefined benefit pension plan has more than 100 participants, the maximum amount
deductibleis at least equal to the plan’s unfunded current liabilities.

In the case of a profit-sharing or stock bonus plan, the employer generally may deduct an
amount equal to 15 percent of compensation of the employees covered by the plan for the year.

If an employer sponsors both a defined benefit pension plan and a defined contribution plan
that covers some of the same employees (or a money purchase pension plan and another kind of
defined contribution plan), the total deduction for al plansfor a plan year generally islimited to the
greater of (1) 25 percent of compensation or (2) the contribution necessary to meet the minimum
funding requirements of the defined benefit pension plan for the year (or the amount of the plan’s
unfunded current liabilities, in the case of a plan with more than 100 participants).

For purposes of the deduction limits, employee elective deferral contributions to a section
401(k) plan are treated as employer contributions and, thus, are subject to the generally applicable
deduction limits.

Subject to certain exceptions, nondeductible contributions are subject to a 10-percent excise
tax.

Description of Proposal

Under the proposal, elective deferral contributions would not be subject to the deduction
limits, and the application of a deduction limitation to any other employer contribution to a
qualified retirement plan would not take into account elective deferra contributions.

Effective Date

The proposal would be effective for years beginning after December 31, 2000.
5. Reduce PBGC premiumsfor small and new plans

Present L aw
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Under present law, the Pension Benefit Guaranty Corporation (*PBGC”) provides
insurance protection for participants and beneficiaries under certain defined benefit pension plans
by guaranteeing certain basic benefits under the plan in the event the plan is terminated with
insufficient assets to pay benefits promised under the plan. The guaranteed benefits are funded in
part by premium payments from employers who sponsor defined benefit plans. The amount of the
required annual PBGC premium for a single-employer plan is generally aflat rate premium of $19
per participant and an additional variable rate premium based on a charge of $9 per $1,000 of
unfunded vested benefits. Unfunded vested benefits under a plan generaly means (1) the unfunded
current liability for vested benefits under the plan, over (2) the value of the plan’s assets, reduced
by any credit balance in the funding standard account. No variable rate premium isimposed for a
year if contributions to the plan were at least equal to the full funding limit.

The PBGC guarantee is phased in ratably in the case of plansthat have been in effect for
lessthan 5 years, and with respect to benefit increases from a plan amendment that was in effect for
less than 5 years before termination of the plan.

Description of Proposal

Reduced flat-rate premiums for new plans of small employers

Under the proposal, for the first five plan years of a new single-employer plan of a small
employer, the flat-rate PBGC premium would be $5 per plan participant.

A small employer would be a contributing sponsor that, on the first day of the plan year, has
100 or fewer employees. For this purpose, all employees of the members of the controlled group of
the contributing sponsor would be taken into account. In the case of a plan to which more than one
unrelated contributing sponsor contributes, employees of al contributing sponsors (and their
controlled group members) would be taken into account in determining whether the plan is a plan of
asmall employer.

A new plan would mean a defined benefit plan maintained by a contributing sponsor if,
during the 36-month period ending on the date of adoption of the plan, such contributing sponsor
(or controlled group member or a predecessor of either) has not established or maintained a plan
subject to PBGC coverage with respect to which benefits were accrued for substantially the same
employees as arein the new plan.

Reduced variable PBGC premium for new and small employer plans

The proposal would provide that the variable premium is phased in for “new defined
benefit plans’ over asix-year period starting with the plan’ sfirst plan year. The amount of the
variable premium would be a percentage of the variable premium otherwise due, asfollows:. 0
percent of the otherwise applicable variable premium in the first plan year; 20 percent in the
second plan year; 40 percent in the third plan year; 60 percent in the fourth plan year; 80 percent in
the fifth plan year; and 100 percent in the sixth plan year (and thereafter).
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A new defined benefit plan would be defined as under the flat-rate premium proposal
relating to new small employer plans.

Effective Date

The proposals relating to new plans would be effective for plans established after
December 31, 2000. The proposal reducing the PBGC variable premium for small plans would be
effective for years after December 31, 2000.

6. Eliminate IRSuser feesfor requestsregarding new plans
Present L aw

An employer that maintains a retirement plan for the benefit of its employees may request
from the Internal Revenue Service (“IRS’) a determination as to whether the form of the plan
satisfies the requirements applicable to tax-qualified plans (sec. 401(a)), as well as other rulings
and opinions concerning the plan. In order to obtain from the IRS a determination |etter on the
qualified status of the plan, aruling or an opinion, the employer must pay a user fee. For example,
the user fee for a determination letter request may range from $125 to $1,250, depending upon the
scope of the request and the type and format of the plan.*®

Description of Proposal

No user fee would be required for any determination letter, ruling, or opinion with respect
to anew retirement plan. For purposes of the proposal, a new retirement plan would be a plan
maintained by one or more employersthat (1) have not made a prior request for a determination
letter, ruling, or opinion with respect to the plan or any predecessor plan, and (2) have not
established or maintained a qualified plan with respect to which contributions were made, or
benefits accrued for service, in the 3 most recent taxable years ending prior to the first taxable year
in which the request is made.

Effective Date

The proposal would be effective for determination letter requests made after December 31,
2000.

7. SAFE annuities and trusts

Present L aw

16 User fees are statutorily authorized; however, the IRS sets the dollar amount of the fee
applicable to any particular type of request.
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A small business may establish a simplified defined contribution retirement plan called a
savings incentive match plan for employees (“SIMPLE”) retirement plan. An employer isédligible
to adopt a SIMPLE plan if the employer employs 100 or fewer employees who received at |east
$5,000 in compensation during the preceding year and does not maintain another retirement plan.

A SIMPLE plan may be either an individual retirement arrangement for each employee
(“SIMPLE IRA”) or part of aqualified cash or deferred arrangement (a“SIMPLE 401(k)”). A
SIMPLE IRA is not subject to the nondiscrimination rules or top-heavy rules generally applicable
to qualified plans. Similarly, a SIMPLE 401(k) is deemed to satisfy the specia nondiscrimination
tests applicable to 401(k) plans and is not subject to the top-heavy rules. The other qualified plan
rules apply to a SIMPLE 401(k), however.

SIMPLE plans are subject to specia contribution rules. Employees may eect during the
60-day period preceding a plan year to make elective contributions under a SIMPLE plan of up to
$6,000 during the plan year. The $6,000 dollar limit is adjusted for cost-of-living increases in
$500 increments.

An employer that maintains a SIMPLE plan generally is required to match each employee’s
elective contributions on a dollar-for-dollar basis up to 3 percent of the employee's compensation.
As an dternative to a matching contribution for any year, an employer may make a nonelective
contribution on behalf of each eligible employee equal to 2 percent of the employee's
compensation.

Under aSIMPLE IRA, the compensation limit does not apply for purposes of the required
employer matching contribution. If the employer satisfies the contribution requirement by making a
nonel ective contribution, however, the amount of compensation taken into account for each
participant to determine the amount of the required employer contribution may not exceed the
compensation limit.

Under a SIMPLE 401(k), the compensation limit applies for purposes of the matching
contribution as well as the nonel ective contribution.

No contributions other than employee elective contributions and required employer
contributions may be made to a SIMPLE plan. All contributions under a SIMPLE plan must be fully
vested.

Present law does not provide for asimplified defined benefit plan similar to the SIMPLE
plan.

Description of Proposal

A small business would be permitted to establish asimplified retirement plan called the
secure assets for employees (“SAFE”) plan. The SAFE plan would combine the features of a
defined benefit plan and a defined contribution plan.
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Employer and employee dligibility and vesting

An employer would be eligible to adopt a SAFE plan if the employer employs 100 or fewer
employees who received at least $5,000 in compensation during the preceding year and does not
maintain another retirement plan other than a plan that provides only for elective deferrals or
matching contributions, an eligible deferred compensation plan of a tax-exempt organization or a
State or local government (“ section 457 plan”), or a collectively bargained plan.

Each employee whose compensation was at least $5,000 in any 2 preceding consecutive
years and in the current year generally would be digible to participate. All benefits under a SAFE
plan would be fully vested at al times.

Benefits and funding

A SAFE plan would provide afully funded minimum defined benefit. For each year of
participation, a participant generally would accrue a minimum annual benefit at retirement equal to
3 percent of the participant’s compensation for the year. The employer would be permitted to elect
to provide a benefit of 2 percent, 1 percent, or O percent of compensation for any year for all
participants if the employer notifies the participants of such lower percentage within areasonable
period before the beginning of the year. Benefits under a SAFE plan would be subject to the annual
limitation on compensation that may be taken into account under a qualified plan ($160,000 in
1999).

An employer would be permitted to count up to 10 years of service performed by a
participant before the adoption of a SAFE plan (“prior service year”) if the same number of prior
service yearsis available to all employees eligible to participate in the SAFE plan for the first plan
year. Prior service years would be taken into account by doubling the amount of the contribution
the employer would otherwise make for each participant with prior service years, beginning with
thefirst year the SAFE planisin effect. A participant’s prior service years would not include any
yearsin which a participant was an active participant in any defined benefit plan maintained by the
employer or received less than $5,000 in compensation from the employer.

Each year the employer would be required to contribute to the SAFE plan on behalf of each
participant an amount sufficient to provide the annual benefit accrued for the year payable at age 65,
using specified actuarial assumptions (including an interest rate not less than 3 percent and not
greater than 5 percent per year). A SAFE plan would be funded either through an individual
retirement annuity for each employee (“SAFE Annuity”) or through atrust (a“ SAFE Trust”).

Under a SAFE Trugt, each participant would have an account to which actua investment
returns would be credited. If a participant’ s account balance were less than the total of past
employer contributions credited with a specified interest rate (not less than 3 percent and not
greater than 5 percent per year), the employer would be required to make up the shortfall. If the
investment returns in a participant’ s account exceed the specified interest rate, the participant
would be entitled to the larger account balance. Permissible investments of a SAFE Trust would
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be securities that are readily tradable on an established securities market and insurance company
products that are regulated by State law.

Under a SAFE Annuity, each year the employer would be required to contribute the amount
necessary to purchase an annuity that provides the benefit accrua for the year.

The required contributions to a SAFE plan would be deductible under the rules applicable
to qualified defined benefit plans. An excise tax would apply if the employer fails to make the
required contribution for the year.

Benefits under a SAFE plan would not be guaranteed by the Pension Benefit Guaranty
Corporation.

Digributions

A SAFE plan would be permitted to provide for distributions a any time. Distributions
from a SAFE plan would be subject to tax under the present-law rules applicable to distributions
from qualified plans, except that a distribution prior to the participant’ s attainment of age 59-1/2
generally would be subject to an additional tax equal to 20 percent of the amount distributed.

A SAFE plan would be required to provide for payment of benefitsin the form of asingle
life annuity payable at age 65 or any actuarialy equivalent form of benefit. A SAFE plan would
not be subject to the joint and survivor annuity requirements applicable to other defined benefit
pension plans.

Nondiscrimination requirements and other rules

A SAFE plan would not be subject to the nondiscrimination rules, the top-heavy plan rules,
or the limitations on benefits or contributions applicable to qualified retirement plans. Simplified
reporting and disclosure requirements would apply to SAFE plans.

Effective Date

The proposal would be effective for years beginning after December 31, 2000.
8. Compensation limit not to apply to SIMPL E 401(k) plans
Present L aw
The annua compensation of each participant that may be taken into account under a
qualified retirement plan for purposes of determining contributions and benefits, applying the

deduction rules, and nondiscrimination testing is limited to $160,000 (for 1999). The compensation
limit isindexed for cost-of-living adjustments in $10,000 increments.
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A small business may establish a simplified retirement plan called a savings incentive
match plan for employees (“SIMPLE”) retirement plan. An employer is eligible to adopt a
SIMPLE plan if the employer employs 100 or fewer employees who received at least $5,000 in
compensation during the preceding year and does not maintain another retirement plan.

A SIMPLE plan may be either an individual retirement arrangement for each employee
(“SIMPLE IRA”) or part of aqualified cash or deferred arrangement (a“SIMPLE 401(k)”). A
SIMPLE IRA is not subject to the nondiscrimination rules or top-heavy rules generally applicable
to qualified plans. Similarly, a SIMPLE 401(k) is deemed to satisfy the specia nondiscrimination
tests applicable to 401(k) plans and is not subject to the top-heavy rules. The other qualified plan
rules apply to a SIMPLE 401(k), however.

SIMPLE plans are subject to specia contribution rules. Employees may eect during the
60-day period preceding a plan year to make elective contributions under a SIMPLE plan of up to
$6,000 during the plan year. The $6,000 dollar limit is adjusted for cost-of-living increases in
$500 increments.

An employer that maintains a SIMPLE plan generally is required to match each employee’s
elective contributions on a dollar-for-dollar basis up to 3 percent of the employee's compensation.
As an dternative to a matching contribution for any year, an employer may make a nonelective
contribution on behalf of each eligible employee equal to 2 percent of the employee's
compensation.

Under a SIMPLE-IRA, the compensation limit does not apply for purposes of the required
employer matching contribution. If the employer satisfies the contribution requirement by making a
nonel ective contribution, however, the amount of compensation taken into account for each
participant to determine the amount of the required employer contribution may not exceed the
compensation limit.

Under a SIMPLE-401(K), the compensation limit applies for purposes of the matching
contribution as well as the nonel ective contribution.

No contributions other than employee elective contributions and required employer
contributions may be made to a SIMPLE plan.

Description of Proposal

The application of the compensation limit would be the same for a SIMPLE-401(k) and a
SIMPLE-IRA. Thus, the compensation limit would apply for purposes of the nonelective
contribution but not for the matching contribution.

Effective Date

The proposal would be effective for years beginning after December 31, 2000.
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C. Enhancing Fairnessfor Women
1. Additional salary reduction catch-up contributions
Present L aw'’

Elective deferral limitations

Under present law, under certain salary reduction arrangements, an employee may elect to
have the employer make payments as contributions to a plan on behalf of the employee, or to the
employee directly in cash. Contributions made at the election of the employee are called elective
deferrals.

The maximum annua amount of eective deferrals that an individual may make to aqualified
cash or deferred arrangement (a“401(k) plan”), atax-sheltered annuity (“section 403(b) annuity™)
or asaary reduction simplified employee pension plan (“SEP”) is $10,000 (for 1999). The
maximum annual amount of elective deferrals that an individual may maketo aSIMPLE planis
$6,000. These limits are indexed for inflation in $500 increments.

Section 457 plans

The maximum annual deferral under a deferred compensation plan of a State or local
government or atax-exempt organization (a “section 457 plan”) is the lesser of (1) $8,000 (for
1999) or (2) 33-1/3 percent of compensation. The $8,000 dollar limit isincreased for inflation in
$500 increments. Under a special catch-up rule, the section 457 plan may provide that, for one or
more of the participant’ s last 3 years before retirement, the otherwise applicable limit isincreased
to the lesser of (1) $15,000 or (2) the sum of the otherwise applicable limit for the year plus the
amount by which the limit applicable in preceding years of participation exceeded the deferrals for
that year.

|RAS™

Under present law, individuals may make contributions annually of up to $2,000 to a
traditional IRA or aRoth IRA. The maximum deductible contribution to atraditional IRA is
phased-out for active participants in an employer-sponsored retirement plan with adjusted gross
income above certain levels. The ability to make contributions to a Roth IRA is also phased out
above certain income levels.

7 The various dollar limits on contributions described below would be increased under
other provisions in the proposal.

18 For amore detailed description of the contribution limits for IRAS, see the discussion of
present law in part I11.A., above.
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Description of Proposal

The proposal would provide that individuals who have attained age 50 would be permitted
to make additional catch-up elective contributions to employer-sponsored retirement plans and
additional catch-up IRA contributions.

In the case of employer-sponsored retirement plans, the proposal would apply to elective
deferrals under a section 401(k) plan, section 403(b) annuity, SIMPLE, or section 457 plan.
Additional contributions could be made by an individual who has attained age 50 before the end of
the plan year and with respect to whom no other elective deferrals may otherwise be made to the
plan for the year because of the application of any limitation of the Code (e.g., the annual limit on
elective deferrals) or of the plan. Under the proposal, the additional amount of elective
contributions that could be made by an eligible individual participating in such a plan would be the
lesser of (1) the applicable percent of the maximum dollar amount of elective deferrals otherwise
excludable from the gross income of the participant for the year (under sec. 402(g))or (2) the
participant’ s compensation for the year reduced by any other elective deferrals of the participant
for the year.’® The applicable percent would be 10 percent in 2001, and would increase by 10
percentage points until the applicable percent is 50 in 2005 and thereafter. The following examples
illustrate the application of the proposal, after the catch-up is fully phased in.

Example 1: Employee A is a highly compensated employee who is over 50 and who
participates in a section 401(k) plan sponsored by A’s employer. The maximum annual
deferral limit (without regard to the proposal) is $10,000. After application of the special
nondiscrimination rules applicable to section 401(k) plans, the maximum elective deferral
A may make for the year is $8,000. Under the proposal, A would be able to make
additional catch-up salary reduction contributions of $5,000.

Example 2: Employee B, who is over 50, is a participant in a section 401(k) plan. B's
compensation for the year is $30,000. The maximum annual deferral limit (without regard
to the proposal) is $10,000. Under the terms of the plan, the maximum permitted deferral is
10 percent of compensation or, in B’s case, $3,000. Under the proposal, B can contribute
up to $8,000 for the year ($3,000 under the normal operation of the plan, and an additional
$5,000 under the proposal).

Catch-up contributions made under the proposal would not be subject to any other
contribution limits and would not be taken into account in applying other contribution limits. In
addition, such contributions would not be subject to applicable nondiscrimination rules.

19 In the case of a section 457 plans, this catch-up rule would not apply during the
participant’s last 3 years before retirement (in those years, the regularly applicable dollar limit is
doubled).

2 Another provision in the proposal would provide that elective contributions are
deductible without regard to the otherwise applicable deduction limits.

-36-



An employer would be permitted to make matching contributions with respect to catch-up
contributions. Any such matching contributions would be subject to the normally applicable rules.

In the case of IRAS, the otherwise maximum contribution limit (before application of the
AGI phase-out limits) for an individual who has attained age 50 before the end of the taxable year
would be increased by 50 percent.

Effective Date

The proposal would be effective for taxable years beginning after December 31, 2000.
2. Equitable treatment for contributions of employeesto defined contribution plans
Present L aw

Present law imposes limits on the contributions that may be made to tax-favored retirement
plans.

Defined contribution plans

In the case of atax-qualified defined contribution plan, the limit on annual additions that can
be made to the plan on behalf of an employee isthe lesser of $30,000 (for 1999) or 25 percent of
the employee’ s compensation (sec. 415(c)). Annua additions include employer contributions,
including contributions made at the election of the employee (i.e., employee elective deferrals),
after-tax employee contributions, and any forfeitures allocated to the employee. For this purpose,
compensation means taxable compensation of the employee, plus elective deferrals, and similar
salary reduction contributions.

Tax-sheltered annuities

In the case of atax-sheltered annuity (a“section 403(b) annuity”), the annual contribution
generally cannot exceed the lesser of the exclusion allowance or the section 415(c) defined
contribution limit. The exclusion allowance for ayear is equal to 20 percent of the employee’s
includible compensation, multiplied by the employee’ s years of service, minus excludable
contributions for prior years under qualified plans, tax-sheltered annuities or section 457 plans of
the employer.

In addition to this general rule, employees of nonprofit educational institutions, hospitals,
home health service agencies, health and welfare service agencies, and churches may elect
application of one of several special rules that increase the amount of the otherwise permitted
contributions. The election of a special ruleisirrevocable; an employee may not elect to have
more than one special rule apply.

-37-



Under one special rule, in the year the employee separates from service, the employee may
elect to contribute up to the exclusion allowance, without regard to the 25 percent of compensation
l[imit under section 415. Under this rule, the exclusion allowance is determined by taking into
account no more than 10 years of service.

Under a second special rule, the employee may contribute up to the lesser of: (1) the
exclusion alowance; (2) 25 percent of the participant’s includible compensation; or (3) $15,000.

Under athird specia rule, the employee may elect to contribute up to the section 415(c)
limit, without regard to the exclusion allowance. If thisoption is elected, then contributions to
other plans of the employer are also taken into account in applying the limit.

For purposes of determining the contribution limits applicable to section 403(b) annuities,
includible compensation means the amount of compensation received from the employer for the
most recent period which may be counted as a year of service under the exclusion allowance. In
addition, includible compensation includes elective deferrals and similar salary reduction amounts.

Section 457 plans

Compensation deferred under an eligible deferred compensation plan of atax-exempt or
State and local governmental employer (a“section 457 plan”) is not includible in grossincome
until paid or made available. In genera, the maximum permitted annual deferral under such aplan
isthe lesser of (1) $8,000 (in 1999) or (2) 33-1/3 percent of compensation. The $8,000 limit is
increased for inflation in $500 increments.

Description of Proposal

Increase in defined contribution plan limit

The proposal would increase the 25 percent of compensation limitation on annual additions
under adefined contribution plan to 100 percent.?

Conforming limits on tax-shelter ed annuities

The proposal would repeal the exclusion allowance applicable to contributions to tax-
sheltered annuities. Thus, such annuities would be subject to the limits applicable to tax-qualified
plans.

Section 457 plans

The proposal would increase the 33-1/3 percent of compensation limitation on deferrals

2L Another provision of the proposal would increase the defined contribution plan dollar
limit.
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under a section 457 plan to 100 percent of compensation.

Effective Date

The proposal would be effective for years beginning after December 31, 2000.
3. Clarification of tax treatment of division of section 457 plan benefits upon divor ce
Present L aw

Under present law, benefits provided under a qualified retirement plan for a participant may
not be assigned or alienated to creditors of the participant, except in very limited circumstances.
One exception to the prohibition on assignment or aienation ruleis aqualified domestic relations
order (“QDRO”). A QDRO isadomestic relations order that creates or recognizes aright of an
alternate payee to any plan benefit payable with respect to a participant, and that meets certain
procedural requirements.

Under present law, amounts distributed from a qualified plan generally are taxable to the
participant in the year of distribution. However, if amounts are distributed to the spouse (or former
spouse) of the participant by reason of a QDRO, the benefits are taxable to the spouse (or former
spouse). Amounts distributed pursuant to a QDRO to an alternate payee other than the spouse (or
former spouse) are taxable to the plan participant.

Section 457 of the Internal Revenue Code provides rules for deferral of compensation by
an individual participating in an eligible deferred compensation plan (“ section 457 plan”) of atax-
exempt or State and local government employer. The QDRO rules do not apply to section 457
plans.

Description of Proposal

The proposal would apply the taxation rules for qualified plan distributions pursuant to a
QDRO to distributions made pursuant to a domestic relations order from a section 457 plan. In
addition, a section 457 plan would not be treated as violating the restrictions on distributions from
such plans due to payments to an alternate payee under a QDRO.

Effective Date

The proposal would be effective for transfers, distributions and payments made after
December 31, 2000.

4. Modification of safe harbor relief for hardship withdrawals from 401(k) plans

Present Law
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Elective deferrals under a qualified cash or deferred arrangement (a “ section 401(k) plan™)
may not be distributable prior to the occurrence of one or more specified events. One event upon
which distribution is permitted is the financial hardship of the employee. Applicable Treasury
regulations? provide that adistribution is made on account of hardship only if the distribution is
made on account of an immediate and heavy financial need of the employee and is necessary to
satisfy the heavy need.

The Treasury regulations provide a safe harbor under which a distribution may be deemed
necessary to satisfy an immediate and heavy financial need. One requirement of this safe harbor is
that the employee be prohibited from making e ective contributions and employee contributions to
the plan and all other plans maintained by the employer for at least 12 months after receipt of the
hardship distribution.

Description of Proposal

The Secretary of the Treasury would be directed to revise the applicable regul ations to
reduce from 12 months to 6 months the period during which an employee must be prohibited from
making el ective contributions and employee contributionsin order for a distribution to be deemed
necessary to satisfy an immediate and heavy financial need.

Effective Date

The proposal would be effective for years beginning after December 31, 2000.

2 Treas. Reg. sec. 1.401(k)-1.
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D. Increasing Portability for Participants
1. Rolloversof retirement plan and IRA digtributions
Present L aw
In general
Present law permits the rollover of funds from atax-favored retirement plan to another tax-
favored retirement plan. The rulesthat apply depend on the type of plan involved. Similarly, the
rules regarding the tax treatment of amounts that are not rolled over depend on the type of plan

involved.

Digributions from gualified plans

Under present law, an “dligible rollover distribution” from atax-qualified employer-
sponsored retirement plan may be rolled over tax free to atraditional individual retirement
arrangement (“IRA”)Z or another qualified plan.* An “édligible rollover distribution” means any
distribution to an employee of al or any portion of the balance to the credit of the employeein a
qualified plan, except the term does not include (1) any distribution which is one of a series of
substantially equal periodic payments made (a) for the life (or life expectancy) of the employee or
thejoint lives (or joint life expectancies) of the employee and the employee’ s designated
beneficiary, or (b) for a specified period of 10 years or more, (2) any distribution to the extent
such distribution is required under the minimum distribution rules, and (3) certain hardship
distributions. The maximum amount that can be rolled over is the amount of the distribution
includibleinincome, i.e., after-tax employee contributions cannot be rolled over. Qualified plans
are not required to accept rollovers.

Distributions from tax-shelter ed annuities

Eligible rollover distributions from a tax-sheltered annuity (“section 403(b) annuity”) may
be rolled over into an IRA or another section 403(b) annuity. Distributions from a section 403(b)
annuity cannot be rolled over into a tax-qualified plan. Section 403(b) annuities are not required to
accept rollovers.

= A “traditional” IRA refersto IRAs other than Roth IRAs or SIMPLE IRAs. Al
referencesto IRAs refers only to traditional IRAS.

2 Andligible rollover distribution may either be rolled over by the distributee within 60
days of the date of the distribution or, as described below, directly rolled over by the distributing
plan.
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|RA didgributions

Distributions from atraditional IRA, other than minimum required distributions, can be
rolled over into another IRA. In genera, distributions from an IRA cannot be rolled over into a
qualified plan or section 403(b) annuity. An exception to this rule appliesin the case of so-called
“conduit IRAS.” Under the conduit IRA rule, anounts can be rolled from a qualified plan into an
IRA and then subsequently rolled back to another qualified plan if the amountsin the IRA are
attributable solely to rollovers from aqualified plan. Similarly, an amount may be rolled over from
a section 403(b) annuity to an IRA and subsequently rolled back into a section 403(b) annuity if the
amounts in the IRA are attributable solely to rollovers from a section 403(b) annuity.

Digtributions from section 457 plans

A “section 457 plan” is an eligible deferred compensation plan of a State or local
government or tax-exempt employer that meets certain requirements. In some cases, different rules
apply under section 457 to governmental plans and plans of tax-exempt employers. For example,
governmental section 457 plans are like qualified plansin that plan assets are required to be held in
atrust for the exclusive benefit of plan participants and beneficiaries. In contrast, benefits under a
section 457 plan of atax-exempt employer are unfunded, like nonqualified deferred compensation
plans of private employers.

Section 457 benefits can be transferred to another section 457 plan. Distributions from a
section 457 plan cannot be rolled over to another section 457 plan, aqualified plan, a section
403(b) annuity, or an IRA.

Rollovers by surviving spouses

A surviving spouse that receives an eligible rollover distribution may roll over the
distribution into an IRA, but not a qualified plan or section 403(b) annuity.

Direct rollover s and withholding requir ements

Qualified plans and section 403(b) annuities are required to provide that a plan participant
has the right to elect that an eligible rollover distribution be directly rolled over to another eigible
retirement plan. If the plan participant does not elect the direct rollover option, then withholding is
required on the distribution at a 20-percent rate.

Notice of eligiblerollover distribution

The plan administrator of aqualified plan or a section 403(b) annuity is required to provide
awritten explanation of rollover rules to individuals who receive a distribution eligible for
rollover. In genera, the notice isto be provided within a reasonable period of time before making
the distribution and is to include an explanation of (1) the provisions under which the individual
may have the distribution directly rolled over to another igible retirement plan, (2) the provision
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that requires withholding if the distribution is not directly rolled over, (3) the provision under
which the distribution may be rolled over within 60 days of receipt, and (4) if applicable, certain
other rules that may apply to the distribution. The Treasury Department has provided more specific
guidance regarding timing and content of the notice.

Taxation of distributions

Asisthe case with therollover rules, different rules regarding taxation of benefits apply to
different types of tax-favored arrangements. In general, distributions from a qualified plan, section
403(b) annuity, or IRA are includible in income in the year received. In certain cases, distributions
from qualified plans are eligible for capital gains treatment and averaging. These rules do not
apply to distributions from another type of plan. Distributions from aqualified plan, IRA, and
section 403(b) annuity generally are subject to an additional 10-percent early withdrawal tax if
made before age 59-1/2. There are anumber of exceptions to the early withdrawal tax. Some of
the exceptions apply to al three types of plans, and others apply only to certain types of plans. For
example, the 10-percent early withdrawal tax does not apply to IRA distributions for educational
expenses, but does apply to similar distributions from qualified plans and section 403(b) annuities.
Benefits under a section 457 plan are generally includible in income when paid or made available.
The 10-percent early withdrawal tax does not apply to section 457 plans.

Description of Proposal

In general

The proposal would provide that eligible rollover distributions from qualified retirement
plans, section 403(b) annuities, and governmental section 457 plans generally could be rolled over
to any of such plans or arrangements.® Similarly, distributions from an IRA generally could be
rolled over into aqualified plan, section 403(b) annuity, or governmental section 457 plan. The
direct rollover and withholding rules would be extended to distributions from a section 457 plan,
and such plans would be required to provide the written notification regarding eligible rollover
distributions. The rollover notice (with respect to all plans) would be required to include a
description of the provisions under which distributions from the plan to which the distribution is
rolled over may be subject to restrictions and tax consequences different than those applicable to
distributions from the distributing plan. Qualified plans, section 403(b) annuities, and section 457
plans would not be required to accept rollovers.

Some specia ruleswould apply in certain cases. A distribution from a qualified plan
would not be eligible for capital gains or averaging treatment if there was a rollover to the plan
that would not have been permitted under present law. Thus, in order to preserve capital gains and
averaging treatment for a qualified plan distribution that is rolled over, the rollover would have to
be made to a*“conduit IRA” as under present law, and then rolled back into a qualified plan.

% Hardship distributions from governmental section 457 plans would be considered
eligible rollover distributions.
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Amounts distributed from a section 457 plan would be subject to the early withdrawal tax to the
extent the distribution consists of amounts attributable to rollovers from another type of plan.
Section 457 plans would be required to separately account for such amounts. The proposal would
also provide that benefits in governmental section 457 plans are includible in income when paid.

Rollover of after-tax contributions

The proposal would provide that employee after-tax contributions could be rolled over into
another qualified plan or atraditional IRA. In the case of arollover from aqualified plan to
another qualified plan, the rollover could be accomplished only through a direct rollover. In
addition, aqualified plan could not accept rollovers of after-tax contributions unless the plan
provides separate accounting for such contributions (and earnings thereon). After-tax contributions
(including nondeductible contributions to an IRA) could not be rolled over from an IRA into a
qualified plan, tax-sheltered annuity, or section 457 plan.

In the case of adistribution from atraditional IRA that isrolled over into an eligible
rollover plan that is not an IRA, the distribution would be attributed first to amounts other than
after-tax contributions.

Expansion of spousal rollovers

The proposal would provide that surviving spouses could roll over distributionsto a
qualified plan, section 403(b) annuity, or governmental section 457 plan in which the spouse
participates.

Treasury regulations

The Secretary would be directed to prescribe rules necessary to carry out the provisions.
Such rules may include, for example, reporting requirements and mechanisms to address mistakes
relating to rollovers. It isanticipated that the IRS will develop forms to assist individuals who roll
over after-tax contributions to an IRA in keeping track of such contributions. Such forms could, for
example, expand Form 8606 - Nondeductible IRAS, to include information regarding after-tax
contributions.

Effective Date

The proposal would be effective for distributions made after December 31, 2000.
2. Waiver of 60-day rule

Present L aw



Under present law, amounts received from an IRA or qualified plan may be rolled over tax
freeif therollover is made within 60 days of the date of the distribution. The Secretary does not
have the authority to waive the 60-day requirement.

Description of Proposal

The proposal would provide that the Secretary may waive the 60-day rollover period if the
failure to waive such regquirement would be against equity or good conscience, including cases of
casualty, disaster, or other events beyond the reasonable control of the individual subject to such
reguirement.

Effective Date

The proposal would apply to distributions made after December 31, 2000.
3. Treatment of forms of distribution
Present L aw

An amendment of a qualified retirement plan may not decrease the accrued benefit of a plan
participant. An amendment istreated as reducing an accrued benefit if, with respect to benefits
accrued before the amendment is adopted, the amendment has the effect of either (1) eliminating or
reducing an early retirement benefit or a retirement-type subsidy, or (2) except as provided by
Treasury regulations, eliminating an optional form of benefit (sec. 411(d)(6)).%

The prohibition against the elimination of an optional form of benefit appliesto plan
mergers, spinoffs, transfers, and transactions amending or having the effect of amending aplan or
plans to transfer plan benefits. For example, if Plan A, a profit-sharing plan that provides for
distribution of benefitsin annual installments over ten or twenty years, is merged with Plan B, a
profit-sharing plan that provides for distribution of benefitsin annual installments over life
expectancy at the time of retirement, the merged plan must preserve the ten- or twenty-year
installment option with respect to benefits accrued under Plan A as of the date of the merger and the
installments over life expectancy with respect to benefits accrued under Plan B as of the date of the
merger. Similarly, for example, if a participant’s benefit under a defined contribution planis
transferred to another defined contribution plan maintained by the same or a different employer, the
optional forms of benefit available with respect to the participant’s accrued benefit under the
transferor plan must be preserved.?’

Description of Proposal

% A similar provisioniscontained in Title | of ERISA.
2" Treas. Reg. sec. 1.411(d)-4, Q& A-2(a)(3)(i).
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A defined contribution plan to which benefits are transferred would not be treated as
reducing a participant’s or beneficiary’ s accrued benefit even though it does not provide al of the
forms of distribution previously available under the transferor plan if (1) the plan receives from
another defined contribution plan adirect transfer of the participant’s or beneficiary’ s benefit
accrued under the transferor plan, or the plan results from amerger or other transaction that has the
effect of adirect transfer (including consolidations of benefits attributable to different employers
within amultiple employer plan), (2) the terms of both the transferor plan and the transferee plan
authorize the transfer, (3) the transfer occurs pursuant to a voluntary election by the participant or
beneficiary that is made after the participant or beneficiary received a notice describing the
consequences of making the election, (4) if the transferor plan provides for an annuity as the normal
form of distribution in accordance with the joint and survivor annuity rules (sec. 417), the
participant’s spouse (if any) consents to the transfer in amanner similar to the consent required by
section 417, and (5) the transferee plan allows the participant or beneficiary to receive distribution
of hisor her benefit under the transferee plan in the form of a single sum distribution.

In addition, except to the extent provided by the Secretary of the Treasury in regulations, a
defined contribution plan would not be treated as reducing a participant’ s accrued benefit if (1) a
plan amendment eliminates aform of distribution previously available under the plan, (2) asingle
sum distribution is available to the participant at the same time or times as the form of distribution
eliminated by the amendment, and (3) the single sum distribution is based on the same or greater
portion of the participant’s accrued benefit as the form of distribution eliminated by the amendment.

The Secretary would be directed to issue, not later than December 31, 2001, find
regulations under section 411(d)(6) implementing the provisions of the proposal.

Furthermore, the proposal would authorize the Secretary of the Treasury to provide by
regulations that the prohibitions against eliminating or reducing an early retirement benefit, a
retirement-type subsidy, or an optional form of benefit would not apply to plan amendments that do
not adversely affect the rights of participantsin amaterial manner but that do eliminate or reduce
early retirement benefits, retirement-type subsidies, and optional forms of benefit that create
significant burdens and complexities for a plan and its participants.

It would be intended that the factors to be considered in determining whether an amendment
has a materially adverse effect on a participant would include (1) all of the participant’s early
retirement benefits, retirement-type subsidies, and optional forms of benefits that are reduced or
eliminated by the amendment, (2) the extent to which early retirement benefits, retirement-type
subsidies, and optional forms of benefit in effect with respect to a participant after the amendment
effective date provide rights that are comparable to the rights that are reduced or eliminated by the
plan amendment, (3) the number of years before the participant attains normal retirement age under
the plan (or early retirement age, as applicable), (4) the size of the participant’ s benefit that is
affected by the plan amendment, in relation to the amount of the participant’s compensation, and (5)
the number of years before the plan amendment is effective.

Effective Date

-46-



The proposal would be effective for years beginning after December 31, 2000.
4. Rationalization of restrictions on distributions
Present Law

Elective deferrals under a qualified cash or deferred arrangement (“section 401(k) plan”),
tax-sheltered annuity (* section 403(b) annuity”), or an eligible deferred compensation plan of atax-
exempt organization or State or local government (“ section 457 plan™), may not be distributable
prior to the occurrence of one or more specified events. These permissible distributable events
include “ separation from service.”

A separation from service occurs only upon a participant’ s death, retirement, resignation or
discharge, and not when the employee continues on the same job for a different employer as aresult
of the liquidation, merger, consolidation or other similar corporate transaction. A severance from
employment occurs when a participant ceases to be employed by the employer that maintains the
plan. Under aso-called “same desk rule,” a participant’ s severance from employment does not
necessarily result in a separation from service.®

In addition to separation from service and other events, a section 401(k) plan that is
maintained by a corporation may permit distributions to certain employees who experience a
severance from employment with the corporation that maintains the plan but does not experience a
separation from service because the employee continues on the same job for a different employer as
aresult of a corporate transaction. If the corporation disposes of substantially all of the assets used
by the corporation in atrade or business, a distributable event occurs with respect to the accounts
of the employees who continue employment with the corporation that acquires the assets. If the
corporation disposes of itsinterest in asubsidiary, a distributable event occurs with respect to the
accounts of the employees who continue employment with the subsidiary.

Description of Proposal

The proposal would modify the distribution restrictions applicable to section 401(k) plans,
section 403(b) annuities, and section 457 plans to provide that distribution may occur upon
severance from employment rather than separation from service. In addition, the provisions for
distribution from a section 401(k) plan based upon a corporation’ s disposition of its assets or a
subsidiary would be repealed; this special rule would no longer be necessary under the proposal.

Effective Date

The proposal would be effective for distributions after December 31, 2000.

5. Purchase of service credit under governmental pension plans

% Rev. Rul. 79-336, 1979-2 C.B. 187.
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Present Law

A qualified retirement plan maintained by a State or local government employer may
provide that a participant may make after-tax employee contributions in order to purchase
permissive service credit, subject to certain limits (sec. 415). Permissive service credit means
credit for aperiod of service recognized by the governmental plan only if the employee voluntarily
contributes to the plan an amount (as determined by the plan) that does not exceed the amount
necessary to fund the benefit attributable to the period of service and that isin addition to the
regular employee contributions, if any, under the plan.

In the case of any repayment of contributions and earnings to a governmenta plan with
respect to an amount previously refunded upon aforfeiture of service credit under the plan (or
another plan maintained by a State or local government employer within the same State), any such
repayment is not taken into account for purposes of the section 415 limits on contributions and
benefits. Also, service credit obtained as aresult of such arepayment is not considered permissive
service credit for purposes of the section 415 limits.

A participant may not use arollover or direct transfer of benefits from a tax-sheltered
annuity (“section 403(b) annuity”) or an eligible deferred compensation plan of atax-exempt
organization of a State or local government (* section 457 plan™) to purchase permissive service
credits or repay contributions and earnings with respect to aforfeiture of service credit.

Description of Proposal

A participant in a State or local governmental plan would not be required to include in
gross income adirect trustee-to-trustee transfer to a governmental defined benefit plan from a
section 403(b) annuity or a section 457 plan if the transferred amount is used (1) to purchase
permissive service credits under the plan, or (2) to repay contributions and earnings with respect to
an amount previously refunded under aforfeiture of service credit under the plan (or another plan
maintained by a State or local government employer within the same State).

Effective Date

The proposal would be effective for transfers after December 31, 2000.
6. Employersmay disregard rolloversfor purposes of cash-out rules
Present L aw
If an qualified retirement plan participant ceases to be employed by the employer that
maintains the plan, the plan may distribute the participant’ s nonforfeitable accrued benefit without
the consent of the participant and, if applicable, the participant’s spouse, if the present value of the

benefit does not exceed $5,000. If such an involuntary distribution occurs and the participant
subsequently returns to employment covered by the plan, then service taken into account in
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computing benefits payable under the plan after the return need not include service with respect to
which a benefit was involuntarily distributed unless the employee repays the benefit.?

Generaly, a participant may roll over an involuntary distribution from a qualified plan to an
IRA or to another qualified plan.*

Description of Proposal

A plan would be permitted to provide that the present value of a participant’s nonforfeitable
accrued benefit is determined without regard to the portion of such benefit that is attributable to
rollover contributions (and any earnings allocabl e thereto).

Effective Date

The proposal would be effective for distributions after December 31, 2000.

2 A similar provisioniscontained in Title | of ERISA.

30 Other provisions of the proposal would expand the kinds of plans to which benefits may
berolled over.

-49-



E. Strengthening Pension Security And Enfor cement

1. Phasein repeal of 150 percent of current liability funding limit; deduction for contributions
to fund termination liability

Present Law

Under present law, defined benefit pension plans are subject to minimum funding
requirements designed to ensure that pension plans have sufficient assetsto pay benefits. A defined
benefit pension plan is funded using one of a number of acceptable actuarial cost methods.

No contribution is required under the minimum funding rulesin excess of the full funding
limit. Thefull funding limit is generally defined as the excess, if any, of (1) the lesser of (a) the
accrued liability under the plan (including normal cost) or (b) 155 percent of the plan’s current
liability, over (2) the value of the plan’s assets (sec. 412(c)(7)).** In genera, current liability is
al liabilities to plan participants and beneficiaries accrued to date, whereas the accrued liability
full funding limit is based on projected benefits. The current liability full funding limit is scheduled
to increase as follows: 160 percent for plan years beginning in 2001 or 2002, 165 percent for plan
years beginning in 2003 and 2004, and 170 percent for plan years beginning in 2005 and
thereafter.* Inno eventisaplan’sfull funding limit less than 90 percent of the plan’s current
liability over the value of the plan’s assets.

An employer sponsoring a defined benefit pension plan generally may deduct amounts
contributed to satisfy the minimum funding standard for the plan year. Contributions in excess of the
full funding limit generally are not deductible. Under a special rule, an employer that sponsors a
defined benefit pension plan (other than a multiemployer plan) which has more than 100
participants for the plan year may deduct amounts contributed of up to 100 percent of the plan’s
unfunded current liability.

Description of Proposal

Current liability full funding limit

The proposal would gradually increase and then repeal the current liability full funding
limit. The current liability full funding limit would be 160 percent of current liability for plan years
beginning in 2001, 165 percent for plan years beginning in 2002, and 170 percent for plan years

31 The minimum funding requirements, including the full funding limit, are also contained
intitle! of ERISA.

32 Asoriginaly enacted in the Pension Protection Act of 1997, the current liability full
funding limit was 150 percent of current liability. The Taxpayer Relief Act of 1997 increased the
current liability full funding limit to 155 percent in 1999 and 2000, and adopted the scheduled
increases described in the text.
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beginning in 2003. The current liability full funding limit would be repealed for plan years
beginning in 2004 and thereafter.

Deduction for contributionsto fund ter mination liability

Under the proposal, the specia rule allowing a deduction for unfunded current liability
generally would be extended to all defined benefit pension plans, i.e., the provision would apply to
multiemployer plans and plans with 100 or fewer participants. The special rule would not apply to
plans not covered by the PBGC termination insurance program. 3

The proposal would also modify the rule by providing that the deduction is for up to 100
percent of unfunded termination liability, determined as if the plan terminated at the end of the plan
year. Inthe case of aplan with less than 100 participants for the plan year, termination liability
would not include the liability attributable to benefit increases for highly compensated employees
resulting from a plan amendment which was made or became effective, whichever islater, within
the last two years.

Effective Date

The proposals would be effective for years beginning after December 31, 2000.
2. Extension of PBGC missing participants program
Present L aw

The plan administrator of a defined benefit pension plan that is subject to Title IV of
ERISA, is maintained by a single employer, and terminates under a standard termination is required
to distribute the assets of the plan. With respect to a participant whom the plan administrator
cannot locate after adiligent search, the plan administrator satisfies the distribution requirement
only by purchasing irrevocable commitments from an insurer to provide al benefit liabilities under
the plan or transferring the participant’ s designated benefit to the Pension Benefit Guaranty
Corporation (“PBGC”), which holds the benefit of the missing participant as trustee until the PBGC
locates the missing participant and distributes the benefit.

The PBGC missing participant program is not available to multiemployer plans or defined
contribution plans and other plans not covered by Title 1V of ERISA.

Description of Proposal

3 The PBGC termination insurance program does not cover plans of professiona service
employers that have fewer than 25 participants.
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The proposal would direct the PBGC to prescribe for terminating multiemployer plans rules
similar to the present-law missing participant rules applicable to terminating single employer plans
that are subject to Title 1V of ERISA.

Effective Date

The proposal would be effective for distributions from terminating plans that occur after the
PBGC has adopted final regulations implementing the proposal.

3. Repeal 100 percent of compensation limit for defined benefit multiemployer plans
Present L aw

Under present law, limits apply to contributions and benefits under qualified plans (sec.
415). The limits on contributions and benefits under qualified plans are based on the type of plan.

Under a defined benefit plan, the maximum annual benefit payable at retirement is generally
the lesser of (1) 100 percent of average compensation for the highest three years, or (2) $130,000
(for 1999). Thedollar limit is adjusted for cost-of-living increases in $5,000 increments. The
dollar limit is reduced in the case of retirement before the socia security retirement age and
increases in the case of retirement after the social security retirement age.

A special rule appliesto governmental defined benefit plans. In the case of such plans, the
defined benefit dollar limit is reduced in the case of retirement before age 62 and increased in the
case of retirement after age 65. In addition, thereis afloor on early retirement benefits. Pursuant
to this floor, the minimum benefit payable at age 55 is $75,000.

In the case of adefined contribution plan, the limit on annual is additionsif the lesser of (1)
25 percent of compensation® or (2) $30,000 (for 1999). In applying the limits on contributions and
benefits, plans of the same employer are aggregated.

Description of Proposal

Under the proposal, the 100 percent of compensation defined benefit plan limit would not
apply to multiemployer plans. In addition, except in applying the defined benefit plan dollar
l[imitation, multiemployer plans would not be aggregated with other plans maintained by an
employer contributing to the multiemployer plan in applying the limits on contributions and benefits.

The proposal would also apply the specia rules for defined benefit plans of governmental
employers to multiemployer plans.

3 Another provision of the proposal would increase this limit to 100 percent of
compensation.
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Effective Date

The proposal would be effective for years beginning after December 31, 2000.
4. Excisetax relief for sound pension funding
Present L aw

Under present law, defined benefit pension plans are subject to minimum funding
requirements designed to ensure that pension plans have sufficient assets to pay benefits. A defined
benefit pension plan is funded using one of a number of acceptable actuarial cost methods.

No contribution is required under the minimum funding rulesin excess of the full funding
limit. Thefull funding limit is generaly defined as the excess, if any, of (1) the lesser of (a) the
accrued liability under the plan (including normal cost) or (b) 155 percent of the plan’s current
liability, over (2) the value of the plan’s assets (sec. 412(c)(7)). In general, current liability isal
liabilities to plan participants and beneficiaries accrued to date, whereas the accrued liability full
funding limit is based on projected benefits. The current liability full funding limit is scheduled to
increase as follows: 160 percent for plan years beginning in 2001 or 2002, 165 percent for plan
years beginning in 2003 and 2004, and 170 percent for plan years beginning in 2005 and
thereafter.® Inno event isaplan’sfull funding limit less than 90 percent of the plan’s current
liability over the value of the plan’s assets.

An employer sponsoring a defined benefit pension plan generally may deduct amounts
contributed to satisfy the minimum funding standard for the plan year. Contributions in excess of the
full funding limit generally are not deductibl